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COMPTROLLER GENERAL OF THE UNITED STATES 

WASHINGTON. D.C. 20548 

AIJG 3 0 1967 

To the President of the Senate and the 
Speaker of the House of Representatives 

The accompanykg report sets forth the results of our review of 
the use of submarine cable and microwave communication facilities 
leased by the Alaska Communication System--a unit of the United States 
Air Force--to provide public and private telephone service between 
Alaska and the 48 States on the mainland. 

We sought to examine into whether the Alaska Communication 
System was using these communication facilities in the most economical 
manner 

Our review indicated that, as  early as January 1961, the Alaska 
Communication System was aware that a microwave facility which served 
Alaska was more economical to use than the cable facility, Savings 
could have been attained by using the cable facility in a different manner 
and, at the same time, by making greater use of the microwave facility. 

It was not until mid- 1965, after we discussed this matter with 
Alaska Communication System officials, that the necessary actions were 
taken to attain these savings, 

Our review indicated that savings of about $3.9 million could have 
been realized had the Alaska Communication System taken action in a 
more timely manner after it first became aware that the microwave was 
less  expensive than the cable. 

W e  attempted to determine from officials of the Department of the 
Air Force why the longstanding question on the use of communication 
facilities serving Alaska was not resolved more promptly, 
unable to provide us with any record to show why any decisive action 
had not been tdken to resolve this question prior to our review. 

- 
They were 

W e  brought our findings to the attention of the Secretary of Defense 
in a draft report, We proposed that examinations be made into the man- 
agement of the Alaska Communication System with a view to making 
changes needed to ensure that, i f  similar situations should arise,  they be 
brought to the attention of appropriate officials for timely action, 
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On March 28 ,  1967, the Department of the Air Force, commenting 
f o r  the Secretary of Defense, stated that if generally concurred with the 
facts  stated in our report. 

The Air Force said that it plans to  convert the Alaska Communica- 
tion System operation to industrial funding. Also the Air Force  will 
monitor the cable contract at the highest possible level to ensure the 
most satisfactory combination of price and service for both the Govern- 
ment and the Alaskan public, 

Since the ACS operation has m t  yet been converted to Industrial 
funding, action should be taken now to strengthen management controls 
so that situations similar to that discussed in our report a r e  promptly 
brought to the attention of appropriate management officials and re- 
solved. With  regard to the cable contract, we a r e  in full accord that 
continued monitoring of the contract is essential and in the best interest 
of the Government, 

Copies of this report a r e  being sent ‘to ‘the Director, Bureau of 
the Budget; the Secretary of Defense; and the Secretaries of the Army 
and Air Force. 

Comptroller General 
of the United States 
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REPORT ON 
SAVINGS FROM MORE ECONOMICAL USE 

OF COMMUNICATION FACILITIES 
BEWEEN 

ALASKA AND THE UNITED STATES MAINLAND 
DEPARTMENT OF' THE AIR FORCE 

ALASKA COMMUNICATION SYSTEN 

INTRODUCTION 
The General Accounting Office has reviewed the use of subma- 

rine cable and microwave communication facilities leased by the 
Alaska Communication System in providing public and private tele- 
phone services between Alaska and the United States mainland. 
review was made pursuant to the Budget and Accounting A c t ,  1921 
(31 U.S.C. 531, and the Accounting and Auditing Act of 1950 
(31 U.S.C.  67). 
into whether the Alaska Communication System was using these corn- 

mication facilities in the most economical manner. The review 

The 

Our review was directed primarily toward examining 

did not comprise an overall examination of the Alaska Communication 
System. 

Our review included examination of available records and dis- 
cussions with officials of the Alaska Communication System, Alaskan 
Communications Region, and Departments of the Air Force and the 
Army. 
by the Air Force Auditor General pertaining -to cost studies pre- 
pared by the lessok of the cable facility. 
eV'er, that the Auditor General had not examined into the matters 
discussed in this report. 

Also we considered audits of the Alaska Communication System 

We were advised, how- 

We did not examine into the reasonableness of the individual 
contract lease agreements or payments required by the lease agree- 
ments * 
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BACKGROUND 

The Alaska Communication System (ACS) with headquarters in Se- 
attle, Washington, provides telephone, telegraph, and other related 

communication services to, from, and within the State of Alaska for 

the Department of Defense, other Federal agencies, and the general 

public. 
facilities operated and maintained by the Department of the Air 
Force and local communication companies and between Alaska and the 
United States mainland over facilities leased from commercial com- 
munication companies in the United States and in Canada. 

Prior to July 1, 1962,  ACS was under the command of the United 

These services are provided within Alaska primarily over 

States Army Signal Corps but since that date it has been under the 
command of the Alaskan Communications Region, Air Force Communica- 
tions Service, Department of the Air Force. 

The facilities owned or leased by the Government within Alaska 
and between Alaska and the mainland are included in the Defense 

Communications System which is under the direction of the Defense 
Communications Agency. However, the specific facilities discussed 

in this report are leased under contracts for which ACS has admin- 
istrative responsibility. ACS was assigned this responsibility 
while under the command of the Army and retained the responsibility 

after being transferred to the Air Force. 
The term ''public telephone service" used in this report refers 

to long-distance telephone service offered to the general public on 
a per message basis; and "private telephone service" refers to 
telephone service between t w o  or more specified locations, re- 
stricted to the use of the lessee. The Department of Defense and 

other Federal agencies are the major users of private telephone 
service between Alaska and the mainland. 
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The principal officials .of the Department of Defense and the 
Departments of the Army and the Air Force responsible for  the ah- 
ministration of activities discussed in this report are listed in 
appendix I. 
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FINDING 

SAVINGS FROM MORE ECONOMICAL USE QF 
LEASED COPIMUNICATPCM FACILITIES 

' The Alaska Communication System (ACS) has made extensive upe 
of  a leased submarine cable communicatfon f a c i l i t y  t o  provide pub- 

l i c  and pr ivate  telephone service between Alaska and the United 

States mainland. We believe t h a t  substant ia l  savings, almost 

$2 million a year compared with payments i n  f i s c a l  year 1965, will 
be realized as a r e su l t  of actions recently taken by the A i r  Force 

t o  reduce payments for  the cable f a c i l i t y .  

Our review indicated tha t  the  ACS was aware as ear ly  as Janu- 

ary 1961 t h a t  a microwave f a c i l i t y  which served Alaska was more 

economical t o  use than the cable f a c i l i t y .  

at tained by using the cable f a c i l i t y  i n  a d i f fe rent  manner sand, a t  

the  same t i m e ,  by making greater  use of a microwave f a c i l i t y  which 

a l so  served Alaska. I t  w a s  not u n t i l  mid-1965, a f t e r  our Office 

discussed t h i s  matter with ACS o f f i c i a l s ,  t ha t  the necessary ac- 

t ions  were taken t o  a t t a i n  these savings. Our review indicated 

t h a t  savings of about $3.9 million could have been realized had the 

ACS taken action i n  a more t imely manner a f t e r  it f i r s t  became 

aware tha t  the microwave w a s  less expensive than the cable. 

Savings could have been 

It appears t h a t  procedures were ineffect ive t o  bring about 

prompt consideration and resolution of s ignif icant  problems recog- 

nized a t  A i r  Force command level  where management guidance from 

higher commands was required. 

Force o f f i c i a l s  why thelong-standing question on the use of commu- 
nicat ion f a c i l i t i e s  serving Alaska was not resolved more promptly. 

They were unable t o  provide us with any record t o  show why decisive 

action had not been taken t o  resolve t h i s  question p r i o r  t o  our re- 

view. 

We attempted t o  determine from A i r  
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Need for improved procedures to ensure 
sound economical management of 
communication facilities used by 
Alaska Communication System 

We found that procedures did not exist at the time of our re- 
view to ensure prompt consideration and resolution of the manage- 
ment problems discussed in this report. 

We discussed practices regarding utilization of the leased 
cable facility with cognizant management officials of ACS. We were 
informed that the possibility of reducing leasing costs through the 
use of microwave circuits, in lieu of cable circuits, was first 
recognized by ACS when ACS was under the Department of the A r q .  

In January 1961, the Commanding Officer, ACS, advised the Chief, 
Army Communications Systems Division, Army Signal Corps, that pub- 
lic telephone circuits between Alaska and Seattle could be provided 
in the microwave facility at about one fifth the cost of providing 
them in the cable facility. 

The Air Force assumed command of ACS in July 1962, and the 
possibility of reducing leasing costs through use of microwave cir- 
cuits was brought to the attention of the new Commanding Officer in 
October 1962. 
ous ACS management officials as to whether the actions necessary to 
achieve these savings could have been taken without violating the 
terms of the cable lease. 

He was also advised of a disagreement between vari- 

I n  this connection, some ACS officials expressed the opinion 
that the cable lease required the Government to maintain at least 
36 public telephone circuits in the cable facility and obligated 
t6e Government to use the remaining available circuits to the ex- 
tent possible; whereas other ACS officials expressed the opinion 
that the cable lease did not require the Government to maintain any 
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public telephone c i r c u i t s  i n  the  cable and did not obligate the  

Government t o  lease more than 36"cable c i r cu i t s .  This- l a t t e r  view 
was supported by a May 1962 legal  opiniori of the-.:ACS--General Coun- 

sel . 

, '.' ... , . 
.I . .  ..".- % y 

. .  . .  -. ~ . 
.L . 

The Cornahding Officer and other . .  responsLble ACE! o f f i c i a l s  in-  

formed" us-. t ha t  t'his- matter had been discussed-'with -c&fiicials from 

Headquarters, Alaskan Communications Region, from Headquarters, A i r  

Force Coinmfi;nications Service, ' and from HeadGarters, United States 

A i r  Force, aV'v&riaus t i m e s  since -the A i r  Force assumed eominand of 

ACS'but- tha t '  they were  abl le - t o  locate  any records of these d is -  

cussions. l?u&her,'-&ey were unable -to provide-us with my record 

showilig tha t  'those higher commands had, pr ior  t o  our review, taken 

any d&i;sive'action t o  resolve t h i s  matter. 

beeri".the -rekit- of- a '  misunderstanding on the p a r t  of ACS o f f i c i a l s  

as to- t h e  scope of" t h e i r  responsibi l i ty  with regard t o  management 

, .  . . 

. .  

- , > . *  

" . .  . _ I > '  . .  , . - < '  , 

. , .  

* . _, 

The delay of'about 4 years i n  reiolving t h i s  matter may have 
,, , . : 6 

. .  I .  

of leased communication f a c i l i t i e s .  

formed US bn May 5, 1965, that '  the Defense Communications Agency, 

Alaska' '. &''was' ' .  ,', responsible , I  fo r  t h e  a l locat ion (routing) of a l l  ACS 

c i r c u i t s  and &as specif ical ly  responsible fo r  ' e f f i c i en t  and econom- 

i c a l  us'e of -all. ACS-controlled c i r c u i t s ,  

Responsible ACS o f f i c i a l s  in-  
" _  , * .  

P. 

, *  

. However, 'on May -13, 1965, the  Commanding Officer,  Alaskan Com- 

munieati&s Regidn; advlsed %CS that  he d i d  not concur tha t  the D e-  

fense Communications Agency was responsible for- e f f i c i en t  and eco- 

nomical -use' oT:,ACS-leased c i r c u i t s  and al.so advised that  t h i s  was 
the  cle'ar and p r o p e r  function of ACS.. H e  . .  fur ther ,  s ta ted tha t  it 
w a s  the - duty-%€ ACS t o  make' recommendations concerning ., the most 

economical use of &ailable f a c i l i t i e s .  

, -  , .  . ,  

. , I ,  

. ,  

9 '  I -  * 
. ., I .i 

. ., 
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We attempted t o  determine from o f f i c i a l s  of t h e  Department of 

the  A i r  Force why the  long-standing question on t h e  use of comz-hni- 

ca t ion  f a c i l i t i e s  serving Alaska was not resolved more promptlyd 

They were unable t o  provide us with any record t o  show why dec i s ive  

act ion had not been taken t o  resolve t h i s  question p r i o r  t o  our re- 

view. 

We also inquired i n t o  Department of the  Air Force reviews of 

performance by the  A i r  Force Communications Service, t he  Alaskar, 

Communications Region, and the  ACS. We were advised on Novem- 

ber 19 ,  1965, t h a t  performance of those organizat ions,  as w e l l  as 

a l l  o ther  Air Force organizat ions,  w a s  evaluated as a p a r t  of t h e  

Air Force inspection system which extended i n t o  every f i e l d  o-’ I r i l l  

Force affairs, 

t h a t  the  respective commanders of t he  A i r  Force Communications Ser- 

vice ,  t he  Alaskan Communications Region, and t h e  ACS, i n  f u l f i l l i n g  

t h e i r  assigned du t ies ,  monitor the  performance of t h e i r  own units 
t o  ensure t h a t  such performance i s  consis tent  with the responsibi l-  

i t i e s  of the  individual  organizat ional  element. 

The Department of the Air Force also advised us 



Communication facilities available to 
Alaska Communication System 

The submarine cable facility--which extends from Ketchikan, 
Alaska, to Seattle, Washington--was leased by ACS in December 1956 

under a multiyear lease agreement. 
which consisted of 36 voice communication circuits, was made avail- 
able to ACS for use in providing public and private telephbne and 
other communication services between Alaska and the mainland. 

The entire cable facility, 

Although the Government was not obligated to lease any spe- 

cific number of cable circuits, the lease required that the cable 

facility be fully equipped and in use before more than 10 public 
telephone circuits between Alaska and the mainland were provided by 
any other facility. In June 1961, the capacity of the cable system 
was increased from 36 to 51 circuits but the Government was not 
contractually obligated to lease or use the 15 additional circui3%* 

The microwave facility, which extends overland from the 
Alaska-Yukon border to the Alberta-Montana border, became available 
to ACS in July 1961 under a multiyear lease agreement. This facil- 
ity originally consisted of 60 voice circuits from border to bor- 
der, with an additional 60 circuits in the northern portion from 
the Alaska-Yukon border to Grande Prairie, Alberta; however, 6 of 
the 120 circuits in the northern portion were reserved f o r  use by 
the lessor. 

In August 1963, an additional 60 circuits in the southern 
portion--from Grande Prairie, Alberta, to the Alberta-Montana bor- 
der--became available for service, making a total of 114 circuits 
available from border to border. In  April 1 9 6 5 ,  the total number 
of circuits available from border to border was increased to 180. 
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Provisions of the cable lease differed from those of the mi- 
crowave lease with respect to payments for the number of circuits 

used and the purposes for which the circuits were to be used. 

Government was required to make payments under the cable lease only 
if circuits were used; whereas under the microwave lease, the 
amount of payment was fixed for the first 120 circuits in the 
northern portion of the system and the first 60 circuits of the 
southern portion whether or not circuits were used. 
the remaining circuits in the microwave facility were based on the 
number of circuits used. 
less than that for cable circuits and decreased as the total number 

of leased microwave circuits increased. 

The 

Payments for 

The charge for the latter circuits was 

The cost of a circuit in the cable facility varied depending 
on the type of use. For example, during fiscal year 1965, the cos t  

of a public telephone circuit was about $6,100 a month while the 
cost of a private telephone circuit was about $2,500 a month. In 
contrast, the cost of a circuit in the microwave facility was not 

affected by the type of use. 
Because of these differences in the payment provisions of the 

two lease agreements, we found that the cost of providing public 
and private telephone service between Alaska and the mainland could 
have been reduced by using available microwave facility circuits to 
the extent possible while limiting the total number of circuits 
used in the cable facility to the 36 required by the lease agree- 
ment and, of the 36 circuits, limiting the number of more costly 
public telephone circuits to that considered necessary by ACS offi- 
cials for effective use of other communication equipment, 

The total number of cable and microwave circuits used by ACS 
Each month increased from 73 in July 1961 to 166 by August 1965. 
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during this period ACS used at least 46 cable circuits although the 
cable facility contract required that only 36 circuits had to be in 
use. Moreover, of the 46 cable circuits used, at least 36 circuits 
were used €or the more costly public telephone serviceo During 
most of this period, unused microwave circuits were available in 
sufficient quantities to have permitted ACS to limit its use of the 
cable facility to the number of circuits required by the contract. 

/ 

In reply to our inquiries, ACS officials advised us that there 
were no technical or operational requirements which precluded ACS 
from limiting the use of the cable facility to the 36 circuits re- 
quired by the contract. They advised us also that routing of all 
public telephone circuits over the microwave facility was techni- 
cally feasible but that it was considered advisable to maintain 
from 16 to 23 public telephone circuits in the cable in order to 
effectively utilize control switching point equipment installed at 
Ketchikan, Alaska. Therefore, OUT estimate of the savings that 
could have been realized is based on maintaining up to 23 public 
telephone circuits in the cable. 

We estimate that savings of about $3.9 million could have been 
attained while providing public and private telephone service be- 
tween Alaska and the United States mainland during the period July 
1961 through August 1965 had ACS (1) used available microwave cir- 
cuits to the extent possible while limiting use of the cable fa- 
cility to the 36 circuits required by the lease agreement, and 
(2) limited the number of cable circuits used for public telephone 
service to those considered essential to ensure effective use of 
equipment at Ketchikan, Alaska. Our estimate is summarized below. 
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Microwave 
Cable lease lease Total 

Lease payments from July 1961 
through August 1965 $13,425,136 $340,445 $13,765,581 

Estimated cost  had ACS l i m -  
i t e d  use of the  t o t a l  c i r -  
c u i t s  and public t e l e-  
phone c i r c u i t s  i n  the 
cable facility 9,479,814 370.086 9,849,900 

Reduction of lease costs  S 3,945,322 -$29,641 $ 3,915,681 

The above estimate does not include the f ixed costs of leasing 

the microwave f a c i l i t y  because the microwave lease provides fo r  

payment of a fixed amount fo r  a cer ta in  number of c i r c u i t s  whether 

o r  not the c i r c u i t s  are used. There were no fixed costs  f o r  leas- 

ing the  cable f a c i l i t y .  The estimate does include the cost  of fa-  

c i l i t i e s  necessary t o  transmit messages between the Canadian-United 

States border and Seattle. 
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A i r  Force ac t ions  a f t e r  
commencement of our review 

On May 26 ,  1965, a f t e r  our i n q u i r i e s ,  ACS proposed c e r t a i n  

c i r c u i t  rearrangements, including the  t r ans fe r  of 10 publ ic  tele- 

phone c i r c u i t s  from the  cable f a c i l i t y  t o  the  microwave f a c i l i t y  i n  

exchange fo r  10 p r iva t e  telephone c i r c u i t s ,  thereby reducing the  

number of public  telephone c i r c u i t s  i n  t he  cable  from 36 t o  26* 

Before approving the  proposed ac t ion ,  Headquarters, A i r  Force Com- 

munications Service,  examined i n t o  the  Government's ob l iga t ions  and 

commitments under the  cable lease and determined t h a t  t h e  Govern- 

ment w a s  not  obl igated t o  maintain any public  telephone c i r c u i t s  i n  

the cable f a c i l i t y ,  The Department of t he  A i r  Force a l so  deter-  

mined t h a t  t he  ac t ion proposed by ACS w a s  i n  accordance with terms 

of the  cable  lease. 

In  September 1965 a f t e r  receiving the  l e g a l  determinations 

and approval from higher headquarters,  ACS arranged f o r  the  t rans-  

f e r  of 'LO publ ic  telephone c i r c u i t s  from the  cable f a c i l i t y  t o  the  

microwave f a c i l i t y , ,  leaving 26 cable c i r c u i t s  assigned f o r  publ ic  

telephone service.  

cuits t o  the  microwave f a c i l i t y  reduced the  cos t  of publ ic  tele- 

phone service by about $447,000 during the  11-month period ended 

Ju ly  1966. 

W e  estimate t h a t  the  t r ans fe r  of these  10 cir-  

After c l a r i f i c a t i o n  by the  A i r  Force of the  Government's o b l i  

gat ions  under the  cable lease and a f t e r  the  decision by t h e  A i r  

Force t o  t r ans fe r  public  telephone c i r c u i t s  t o  the  microwave f a c i l -  

i t y ,  ACS negotiated modifications t o  the  payment provisions of the  

cable f a c i l i t y  lease. Effect ive  August 1, 1966, the  cable f a c i l i t y  

w a s  Leased a t  a f l a t  ra te  of $1.6 mi l l ion a year for a l l  51 cir-  

c u i t s ,  regardless  of the  ex ten t  o r  type of use. 

ment represents  a reduction of about $1.9 mi l l ion  a year compared 

with cable l ea se  payments f o r  f i s c a l  year 1965. 

The new lease pay- 
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Air Force comments and our evaluations thereof 
Me brought our findings to the attention of the Swretary of 

Defense in a draft report dated January 19, 1967, and proposed that 
examinations be made of existing policies and procedures as they 
pertain to the management of ACS with a view to making changes 
needed to ensure that similar situations are promptly brought to 
the attention of appropriate management officials and resolved. 

In a letter dated March 28, 1967 (see app. II), the Department 
of the Air Force, commenting for the Secretary of Defense, stated 
that it generally concurred with the facts stated in the draft re- 
port. The A i r  Force also stated that it would convert the ACS op- 
eration to industrial funding on July 1, 1967. 
lieves that this action will heighten the cost consciousness of of- 
ficials at every level of command and will permit management to 
better evaluate performance against costs. However, the Congress 
has decided that ACS will not be industrially funded during fiscal 
year 1968. 
doned its plan to convert the ACS to industrial funding. 
Air Force will monitor the cable contract at the highest possible 
level to ensure the most satisfactory combination of price a& ser- 
vice for both the Government and the Alaskan public. 

The Air Force be- 

We were informed by the Air Force that it has not aban- 
Also the 

Other Air Force comments and our evaluation thereof are summa- 
rized below. 

The Air Force stated that it believed that we did 
not give sufficient weight in our draft report to manage- 
ment: actions which the Air Force took w i t h  regard to the 
cable contract during the period in question. 
Force stated that discussions with the officials involved 
revealed that a conscious decision was made to pursue re- 
duction of the cable contract cost through negotiation 
and thereby avoid the possibility of legal action being 
initiated by the contractor, rather than transfer 

The Air 
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c i r c u i t s  out  of the  cable  f a c i l i t y .  
s t a t ed  t h a t  it believed that it w a s  proper for t h e  o f f i -  
c i a l s  involved t o  decide t o  avoid t h e  p o s s i b i l i t y  of a 
l a w  s u i t  and t o  a t t e m p t  t o  reduce t h e  cable  p r i ce  through 
negotfat ion.  

The A i r  Force a l s o  

I n  our d r a f t  repor t  w e  acknowledged t h a t  t he  A i r  Force suc- 
cess fu l ly  negotiated a contract  which was more favorable t o  t he  

Government. We must emphasize, however, t h a t  we are repor t ing on 

t h e  f a i l u r e  of the  ACS and the  A i r  Force t o  take prompt and deci-  

sive ac t ion  t o  use the  cable  and microwave f a c i l i t i e s  i n  a d i f f e r -  

en t  manner even though it was known t o  ACS, s ince  1961, that t he  

microwa.ve f a c i l i t y  was less expensive than the cable.  

We asked the  A i r  Force t o  provide us  with any record t o  show 

None why decis ive  ac t ion  had not  been taken p r i o r  to our review. 

w a s  provided. In i t s  l e t t e r  the  A i r  Force s t a t e d  t h a t  c i r c u i t s  

were not  t rans fe r red  earlier because a decis ion had been made t o  

reduce cable cos t s  through negotiat ion and thereby avoid the possi- 
b i l i t y  of l ega l  ac t ion being i n i t i a t e d  by the  contractor .  

ords have been provided t o  support t h i s  statement. 

show, however, t h a t  i n  May 1962 the  ACS General Counsel concluded 

t h a t  t he  t r ans fe r  of c i r c u i t s  from the  cable  was l e g a l l y  i n  accor- 

dance with t he  terms of the  cable lease. The A i r  Force Communica- 

t ions  Service and the  Department of the  A i r  Force ar r ived a t  s i m i -  

l a r  conclusions i n  1965. 

No rec- 

The records do 

Once these conclusions had been reached, decis ive  ac t ion  w a s  

taken by the  A i r  Force t o  t r ans fe r  c i r c u i t s  from the  cable f a c i l i t y  

t o  the  microwave f a c i l i t y .  

fear of l e g a l  ac t ion being taken. 

Force s t a t ed  i n  i t s  comments t h a t  i n  July 1965 the  cable  contractor  

balked a t  the  A i r  Force i n s t ruc t ion  to t r ans fe r  c i r c u i t s  and it w a s  

necessary for the  contract ing o f f i c e r  to serve the  contractor  with 

a not ice  t o  perform pursuant t o  the  disputes  c lause  of the  

This apparently was done without t h e  

A s  evidence of t h i s ,  the  A i r  
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contract .  Ten c i r c u i t s  were then t rans fe r red  from the cable f a c i l -  

I .  

i t y  t o  the microwave f a c i l i t y  i n  September. -.  
.. .. . , r -  . I -.?. , 

.. . - .  .t . . 
W e  bel ieve  thai-'ac-tion t o  reduce costs '  by t rans fe r r ing  c i r -  

c u i t s  -should have i e e n .  taken-'promptIy'rather L, than foregoing these  

c o s t  reductions wfii.le-'attem$ting eo negot ia te  'a lower  ' cable con- 

tract  p r i ce .  * These'were. separa te ,  not  a l t e r n a t i v e ,  courses of ac- 

t i o n  available to '  management. and both-'should have been-pursued i n  

l og i ca l  order . '  

- .  
~ .. . .  . A .  r J -  -, 3 -.. 

. r  * i .-L,,; . ,  .. 

.~ ., . ,  * 

.- . 

-, 
. -  

.. . .  

It is' s igni- f icant  t o  note t h a t  these  ac t ions  were  taken a f t e r  

ou'r inquir ing €;to the  matter'y and cos t s  were'reduced when c i r c u i t s  

were trans'serrgd fr&m t<e cable  i n  September 1965: Also, the  cable 

con t rac t  p r i c e  was- '  fu r ther  reduced ' i n  August -1966. 

, .  - .  . .  - 
_.. . . - .  

5 '  
Y 7  ~ . 

i .  - -  
~. '. . ,  

The A i r  Force s t a t ed  t h a t ,  u n t i l  the.  development of 
the  oompeti'ng British=Columbia Telephone Company -(BC T e l l  
l a t e  i n  1964 .-the cable  .was the - sole avai1;bf.e d i f e c t  
communications l i n k  t o  Southeastern Alaska a d  was one of 
the 'two' ava i lab le  rciutes required fo r  c r i t i c a l  dual rout-  

- iqg. . .  The Air-,Force s t a t e d  tha t , .  a f t e r  develdpment of the  
BC T e l  J. . f ac i l i t y : ,  . . 2, the  A i r  Force w a s  . .  able,. tq Fransfer 10 
c i r c u l t s  -Eo che microwave f a c i l i t y  and t o  'arrive 'at the  
current  and more s a t i s f ac to ry  cable contract  agreements. 
The A i r  Force fu r ther  s t a t ed .  t h a t  i t r b e l i e v e d  t h a t .  the ' r ~  

ava t lab i l i - ty  of the  33C T e l  ' f a c i l i t y  a s  an operat ional  
e n t i t y  -was necessary before the  cable contractor-' could be 
brought t o  agree to., the  type of changes f iFa l ly .  , .  nego.ti- 
ated. 

The two routes . rqquired for  c r i t i c a l  dual routing . .  w e r e  the  

, . .  

7 . . . 1 .  

I . .  

. .  

submarine'cable f a c i l i t y  which became ava i lab le  t o  ACS i n  1956 and 

the  microwave f a c i l i t y  which became a v a i l a b l e -t o  ACS i r i  1961. 
n a l l y ,  according t o  the  A i r  Force, . -  the  BC T e l  f a c i l i t y , w a s  c devel- 

oped i n  l a t e  1964-:, thereby providing a.,thi;d po t en t i a l  source of 

communications, - .  

Fi-  

> .  . .  
: .  ' .  

No evidence has  been .i . , prqyided t o  supp,or,t the A i r .  Force posi- 
. .  x 

t i o n  t h a t  development :of Ehe BC T e l  Eacil?ty .in'  _ _  any way I . ,  a f f ec t ed  
-. ,..* - ": 5 . 

i t s  contractual  reiat io$ship with the cable contractor  o r  i t s  
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ability to transfer circuits from the cable to the microwave. 
the contrary the ability to transfer circuits from the cable to'the 
microwave has existed since the microwave first became available. to 
ACS in July 1961. 
from the cable to the microwave however, were not realized, until 
September 1965, and then only after the Air Force took decisive ac- 
tion which resulted in the determination that the transfer of cir- 
cuits could be accomplished under terms of the cable lease. 

On 

The savings attainable by transferring circuits 

Although the development of BC Tel introduced an additional 
(third) route for communication between Alaska and the mainland, it 
was not, in our opinion, a communication facility that could be 
considered to be in competition with the previously developed sub- 
marine cable or microwave communication facilities. As evidence of 
this, ACS was precluded by contractual agreement with the cable 
contractor from using facilities other than the cable or the micro- 
wave to provide public telephone communications between Alaska and 
the mainland. 

It was not until August 1966 that the contractor agreed to the 
contract modification necessary to make this facility available to 
ACS for the purpose of providing public telephone service between 
Alaska and the mainland. Negotiation of the contract modification 
was completed at about the same time as the negotiations which re- 
sulted in the cable facility being made available to ACS for a flat 
fee af $1.6 million a year. 

The Air Force noted that we used the incremental 
cost of circuits in the microwave facility in developing 
a cost comparison between the cable and microwave lease 
agreements. The Air Force stated that it believed that a 
more valid basis of costing the comparison would be to 
include an allocated portion of the nonrecurring costs of 
the lease of circuits in the microwave facility. 

16 



A pr inciple  which we believe should be s t r i c t l y  followed when 

making cost  comparisons of the type found i n  t h i s  report  i s  t o  con- 

sider  only incremental costs ,  because inclusion of fixed costs re- 

s u l t s  i n  the overstatement of the costs o€  the actions being com- 

pared. The microwave lease provided for  payment of a fixed amount 

for  a cer ta in  number of c i r c u i t s  whether the c i r c u i t s  were used or 

not. Sound management principles d ic t a t e  tha t  only the additional 

expenses t o  be incurred as a r e s u l t  of expanding use of the micro- 

wave f a c i l i t y  should be considered i n  determining the  cost of the 

additional service received. 

The A i r  Force s ta ted  t h a t ,  s ince the cable contrac- 
to r  i s  compensated for i t s  services on Alaska c a l l s  i n  
the contiguous 48 States on the basis  of actual route/ 
message/minute m i l e s ,  the more public telephone c i r c u i t s  
which go over the microwave route ,  with the attendant 
backhaul t o  the switching point i n  Sea t t le ,  the higher 
the route m i l e  f igure becomes. Thus, it concluded, many 
of the savings from transfer  of public telephone c i r c u i t s  
from the cable to  the microwave f a c i l i t y  a re  l o s t  i n  the  
land haul. 

A s  s ta ted  on page 11 of t h i s  repor t ,  we  have included the cost 

of f a c i l i t i e s  necessary t o  t ransmit  messages between the Canadian- 

United States  border and Seat t le .  It i s  s igni f icant  t o  note, how- 

ever, t ha t  i n  August 1966, the land-haul contract w a s  negotiated 

downward to  provide a more favmable pr ice  to  the Government. 
Conclusions 

We believe t h a t  savings of about $3.9 million could have been 

at ta ined had more timely action been taken by the A i r  Force t o  u t i -  

l i z e ,  i n  a more economical manner, the cable and microwave f a c i l i -  

t ies connecting Alaska to  the mainland. 

We have been advised by the Air Force tha t  it p lans  t o  convert 

the  ACS operation t o  indus t r ia l  funding. Also the Air Force w i l l  
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monitor t h e  cab le  con t rac t  a t  t h e  h ighes t  p o s s i b l e  level t o  ensure 

t h e  most s a t i s f a c t o r y  combination of p r i c e  and service f o r  both t h e  

Government and t he  Alaskan publ ic .  

Since t h e  ACS opera t ion  has  not y e t  been converted t o  indus-  

t r i a l  funding, a c t i o n  should be taken now t o  s t rengthen  management 

c o n t r o l s  so t h a t  s i t u a t i o n s  similar t o  t h a t  d iscussed  i n  our r e p o r t  

are promptly brought t o  t h e  a t t e n t i o n  of appropr ia t e  management o f-  
f i c i a l s  and resolved.  With regard t o . t h e  cab le  c o n t r a c t ,  we are i n  
f u l l  accord t h a t  continued monitoring of t h e  c o n t r a c t  i s  e s s e n t i a l  

and i n  t h e  b e s t  i n t e r e s t  of t h e  Government. 

. 
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PRINCIPAL OFFICIALS 

OF THE DEPARTMENT OF DEFENSE AND 

THE DEPARTMENTS OF THE ARMY AND AIR FORCE 

RESPONSIBLE FOR THE ADMINISTRATION OF ACTIVITIES 

DISCUSSED IN THIS REPORT 

Tenure of office 
To 3_ From 

DEPARTMENT OF DEFENSE 

SECRETARY OF DEFENSE 
Robert S. McNamara 

ASSISTANT SECRETARY OF DEFENSE 
Onstallations and Logistics) : 

Paul R. Ignatius 
Thomas D. Morris 

Jan. 1961 Present 

Dec. 1964 Present 
Jan. 1961 Dec. 1964 

SECRETARY OF THE ARMY: 
Cyrus R. Vance 
Elvis J. Stahr, Jr. 

DEPARTMENT OF THE ARMY 

ASSISTANT SECRETARY OF THE ARMY 
(Installations and Logistics): 

Paul R. Ignatius 

July 1962 Jan. 1964 
Jan. 1961 June 1962 

May 1961 Feb. 1964 

DEPARTHENT OF THE AIR FORCE 

SECRETARY OF THE AIR FORCE: 
Dr. Harold Brown 
Eugene M, Zuckert 

Oct. 1965 Present 
Jan. 1961 Sept. 1965 
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PRINCIPAL OFFICIALS 

OF THE DEPARTMENT OF DEFENSE AND 

THE DEPARTMENTS OF THE ARMY AND AIR FORCE 

RESPONSIBLE FOR THE ADMINISTRATION OF ACTIVITIES 

DISCUSSED IN THIS REPORT (continued) 

Tenure of office 
- From - TO 

DEPARTMENT OF THE AIR FORCE (continued) 

ASSISTANT SECFUITARY OF THE AIR FORCE 
(Installations and Logistics): 
Robert H. Charles 
Joseph S. Imirie 

Nov. 1963 Present 
Apr. 1961 Sept. 1963 
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DEPARTMENT OF THE AIR FORCE 
WASH I NGTOM 

OFFICE OF rnE ASSISTANT SECRETARY 

28 MAR 1967 

M r .  Hassell B ,  B e l l  
Assoc ia te  D i r e c t o r ,  Defense Div i s ion  
U. S .  General  Accounting Of f i ce  
Washington, D ,  C .  20548 

Dear Mr. B e l l ;  

The S e c r e t a r y  o f  Defense has asked m e  t o  r e p l y  to 
your l e t t e r  o f  January 19, 1967 provid ing  cop ie s  of  your 
draft  r e p o r t  on "Savings  from More Economical U s e  of 
Communications F a c i l i t i e s  between Alaska and the  United 
S t a t e s  Mainland" (OSD Case #2553). 

B r i e f l y ,  t he  Draft Report  f i n d s  t h a t  d e s p i t e  t he  
f ac t  t h a t  o f f i c i a l s  of the  Alaska Communication System 
(ACS) had been aware s i n c e  1961 t h a t  s u b s t a n t i a l  sav ings  
could  be ach ieved  by t r a n s f e r r i n g  p u b l i c  te lephone c i r -  
c u i t s  from the  American Telephone and Telegraph Company's 
(AT&T) Ketchikan t o  S e a t t l e  submarine cab le  to t h e  Cana- 
d i a n  Na t iona l  Telecommunications/Alberta Government 
Telephone microwave system through c e n t r a l  Canada ( t h e  
"BMEWS B Route" ) ,  no a c t i o n  was taken  u n t i l  September 
of  1965 to e f f e c t  such sav lngs .  The Report  concludes  
t h a t  t h i s  i n a c t i o n  i n d i c a t e s  s e r i o u s  d e f i c i e n c i e s  i n  
t h e  management of t h e  ACS. 

While t h e  A i r  Force g e n e r a l l y  concurs  i n  t h e  f ac t s  
s ta ted  i n  t h e  Report ,  we b e l i e v e  t h a t  t h e  Report  does no t  
g i v e  s u f f i c i e n t  weight to t h e  o t h e r  management a c t i o n s  
which t h e  A i r  Force  took with  r ega rd  t o  t h e  AT&T cab le  
c o n t r a c t  dur ing  the  pe r iod  i n  ques t ion ,  and also t o  the  
p o s s i b i l i t y  t h a t  a c t i o n  was n o t  taken t o  t r a n s f e r  the 
c i r c u i t s  because such transfer was r e a s u r i a b l y  determined 
n o t  to be worth t h e  r i s k .  There i s  a t t a c h e d  h e r e t o  3 
summary of t h e  otheri  a c t i o n s  taken by the A C S  and by 
higher  headqua r t e r s  w i t h  r e s p e c t  t o  t h e  c a b l e  i c r i t m c t  
du r ing  the  p e r i o d  i n  q u e s t i o n .  T h i s  sumni3.r7y i n d i c a t e s  
t h e  cont inuous  e f f o r t s  a t  a l l  l e v e l s  of command Lo re- 
duce t h e  c o s t s  of t h e  c a b l e  c o n t r a c t .  
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Unt i l  t h e  development of t h e  competing B r i t i s h  
Columb.ia Telephone Company (BC T e l )  f a c i l i t y  l a t e  i n  
19611, the c a b l e  was t h e  s o l e  a v a i l a b l e  d i r e c t  communica- 
t i o r i s  l i n k  t o  Sou theas t e rn  Alaska, and one of t h e  two 
a-da i lab le  r o u t e s  r e q u i r e d  f o r  c r i t i c a l  BMEWS d u a l  r o u t -  
i n g .  The c a b l e  remains  to t h i s  day a more s a t i s f a c t o r y  
system from ari o p e r a t i o n a l  s t a n d p o i n t  t han  t h e  BC T e l  
f a c i l i t y .  A f t e r  t h e  development of t h e  RC T e l  f a c i l i t y ,  
t h e  A i r  Force was able to t r a n s f e r  t e n  c i r c u i t s  to t h e  
BMEWS B Route and to a r r ive  a t  the  c u r r e n t  and more 
s a t i s f a c t o r y  agreement concerning t h e  p r i c e  of  and c i r -  
c u i t r y  i n  t he  c a b l e .  We b e l i e v e  t h e  f a c t s  demonstra te  
t h a t  a v a i l a b i l i t y  of the BC T e l  f a c i l i t y  as a n  opera-  
t i o n a l  e n t i t y  was neces sa ry  b e f o r e  AT&T could  be brought  
to agree  to t he  type  of changes f i n a l l y  n e g o t i a t e d .  

A f t e r  t h e  A i r  Force took over  t h e  o p e r a t i o n  of t h e  
ACS i n  1962, a s p e c i a l  team v i s i t e d  t h e  ACS from Head- 
q u a r t e r s ,  A i r  Force Communications S e r v i c e .  A s  a r e s u l t  
of  t h i s  v i s i t ,  t h e  ACS sought to r e n e g o t i a t e  t h e  c a b l e  
c o n t r a c t .  I n i t i a l l y ,  AT&T o b j e c t e d  to such a r e n e g o t i a-  
t i o n  r e l y i n g  on a p r o v i s i o n  of t h e  c o n t r a c t  which p e r m i t t e d  
n e g o t i a t i o n  on ly  a t  the  beginning o f  t h e  Government's 
f i s c a l  year .  When n e g o t i a t i o n s  f i n a l l y  d i d  beg in  i n  
August of  1964, AT&T delayed i n  f u r n i s h i n g  the  ACS with 
adequate  cost d a t a .  When t h i s  d a t a  was f i n a l l y  d e l i v e r e d  
and a u d i t e d ,  t h e  d i f f e r e n c e s  between t h e  a u d i t  r e p o r t  
and t h e  AT&T f i g u r e s  were s o  g r e a t  t h a t  f u t u r e  nego t i a-  
t i o n  seemed i m p r a c t i c a l .  A t  t h i s  p o i n t  Headquar te r s ,  
United S t a t e s  A i r  Force ,  began to t a k e  an a c t i v e  r o l e  
i n  t h e  c o n t r a c t  n e g o t i a t i o n s .  Even tua l ly  AT&T agreed  
to t h e  f l a t  r a t e  l e a s e  arrangement d e s c r i b e d  on page 11 
of  t h e  Draft Report .  

With r e s p e c t  to t h e  p o s s i b l e  t r a n s f e r  o f  c i r c u i t r y  
from t h e  c a b l e  to t h e  BMEWS B Route, i t  i s  c l e a r  t h a t  
AT&T never  agreed  t h a t  t h e  c a b l e  c o n t r a c t  r e q u i r e d  tha t  
only  36 vo ice  g rade  c i r c u i t s  (as opposed t o  p u b l i c  t e l e -  
phone c i r c u i t s )  be kep t  i n  t h e  c a b l e .  T h i s  p o s i t i o n  i s  
r e f l e c t e d ,  among o t h e r  p l a c e s ,  i n  t h e  C o n t r a c t i n g  O f f i c e r ' s  
c o n v e r s a t i o n s  i n  1961 w i t h  AT&T o f f i c i a l s  o f  which he 
made r eco rd  memoranda, i n  the extreme d i f f i c u l t y  which 
t h e  ACS had i n  t h e  summer of 1961 'GO t r a n s f e r  even f i v e  
message te lephone c i r c u i t s  to t h e  BMEWS B Route ,  and i n  
AT&T's r e f u s a l  i n  J u l y  o f  1965 to move ten c i r c u i t s  from 
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t h e  cab le  to the  BMEWS B Route. The Company r e l i e d  on an 
ambiguity i n  t h e  wording of t he  c o n t r a c t  and on a negot ia-  
t i o n  h i s t o r y  which i n d i c a t e d  t h a t  the  Government would. see  
t h e  Company through i t s  investment i n  t he  c a b l e .  

Granted t h a t  t he  AT&" p o s i t i o n  was known t o  the  A C S  
and to h ighe r  management o f f i c i a l s  w i th in  t h e  A i r  Force 
and g ran ted  t h a t  t h e  l e g a l  q u e s t i o n  was no t  f r e e  from 
doubt ,  w e  b e l i e v e  that it was proper  for t he se  o f f i c i a l s  
t o  dec ide  to avoid the p o s s i b i l i t y  o f  a law s u i t  and to 
a t t empt  to reduce the  cable p r i c e  through n e g o t i a t i o n .  

I n  summary, we cannot concur t h a t  t h e  f a i l u r e  of A i r  
Force o f f i c i a l s  to take the  a c t i o n s  recommended by t he  
GAO i n d i c a t e s  s e r i o u s  d e f i c i e n c i e s  i n  t he  management of 
t h e  ACS. Some d e c i s i o n s  are b e t t e r  made slowly; I n  t h i s  
case  prompt a c t i o n  a long  t h e  l i n e  suggested might we l l  
have r e s u l t e d  i n  p r o t r a c t e d  l i t i g a t i o n  or i n  t h e  i m p a i r -  
ment of s e r v i c e  to and from A l a s k a .  We are, however, 
about  t o  conve r t  the  ACS o p e r a t i o n  to i n d u s t r i a l  funding 
commencing J u l y  1 of  t h i s  yea r .  T h i s  a c t i o n ,  we b e l i e v e ,  
w i l l  h e igh ten  t h e  c o s t  consciousness  o f  o f f i c i a l s  a t  every 
l e v e l  o f  command and w i l l  pe rmi t  management b e t t e r  to 
e v a l u a t e  performance a g a i n s t  costs. F u r t h e r ,  we w i l l  
con t inue  to monitor t h i s  c o n t r a c t  at the  h i g h e s t  p o s s i b l e  
l e v e l  to ensure  t h e  most s a t i s f a c t o r y  combination o f  p r i c e  
and s e r v i c e  f o r  bo th  t h e  Government and the  Alaskan p u b l i c .  

While the  above s t a t e s  OUT major o b j e c t i o n s  to t he  
r a t i o n a l e  of t h e  Report ,  t h e r e  are a t t a c h e d  spec i l ' i c  com- 
ments concerning t h e  d e t a i l s .  

S i n c e r e l y  yours ,  

Attachments 
JOHN W e  PERRY 

Deputy for Transportation and Communications 

GAO note: The two attachments to this letter are not in- 
cluded. However, pertinent comments contained 
therein have been incorporated in the body of our 
report. Several comments in the attachments were 
cross-referenced to specific pages and paragraphs 
of our draft report and therefore are meaningless 
and confusing when related to the pages and para- 
graphs of this report. 
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